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ECONOMIC INDICATORS: KUWAIT 


All Values in Mil US$ 1973 KDl= $3.38 
unless otherwise stated 1974 KDl= $3.38 
1975 KDI= $3.50 


INCOME AND PRODUCTION FY Ending % 
March 31 1973 1975 Change 


GNP at current prices 3734 10,664 +94 
Net National Product 3737 10,664 +94 
Per Capita GNP (in single $) 4.698 N/A 
Gross Investment as % of GNP 12.9 N/A 
Crude 011 Production : 1105.8 760.7 -18 
(Mil US BBL) 
Natural Gas Prod. (BilCuft) 581.4 382.4 -18 
Desalinated Water (Mil ImpGal) 919] 11.601 +15 
Electric Power (Mil Kw) 3668 6250 +52 


MONEY AND PRICES 


Money supply (Currency in cir- 
culation plus demand deposits) 
Loans & advances by Com.Banks 
Com. Bank Time & Savings Deposits 
Commercial Bank 2ates:- 

Prime 

Average 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign exchange reserves 5018.4 5369.5 9461.8 
(Gov't & Com. Banks) 
Balance of Payments 560.7 656.8 3,901.7 
Balance of Trade: 
0i1 Sector Earnings 1855 36€5 8292 
* Exports & re-exports fob ; 3818.3 19365.8 N/A 
U.S. Share 14% % N/A 
Imports CIF 1049.8 1538.2 N/A 
U.S. Share 14% 14% N/A 
Main Imports from the U.S. (1974) 
Vehicles(all types) $48 .0 
Cigarettes $17.6 
Airconditioners (Units) $15.3 
Parts & Access of cars $12.6 


* Including 9i1. 


Source: Central Bank and Kuwait Planning Board Statistical Abstract. 





SUMMARY 

The economy of Kuwait is booming, and in a world where serious problems of 
inflation and recession plague developed economies, there is intense 
competition among international companies to take advantage of that boom. 
Moreover, the highly developed Kuwaiti entrepreneurial sense together with 
a great need for management, marketing and technological skills has led 
local officials and businessmen to urge others to come to Kuwait to talk 
about the whole range of economic developments that are part of the Kuwaiti 
boom. 


Behind Kuwait's boom, of course, lies tremendous income from oi]. Currently 
annual income from oi] and also from investment income, which itself is 
becoming increasingly important, is on the order of $8 billion. At the end 

of 1975 the Government is estimated to have owned some $14 billion in foreign 
assets, with the Kuwaiti commercial banks and private sector owning another 
$4-5 billion. By 1980 or 1981 the government's foreign holdings should be 
worth about $20-25 billion, and all Kuwaiti foreign assets should be in excess 
of $30 billion. 


Although oi] production has been reduced since 1973 by over 33%, Kuwait remains 
an important oil producing country. It still has the second largest proven oil 
reserves in the world, and its oi] is the cheapest in the world to produce. It 
will, therefore, remain an important oil producer until well into the next 
century. 


During the past year or so the Government of Kuwait has gained ownership and 
control of almost all the nation's petroleum resources and petroleum-related 
industrial facilities. The oi] sector is presently being reorganized and much 
of Kuwait's income will be devoted to a major expansion of petroleum-related 
industrial and shipping facilities. Several billion dollars will be spent on 
LPG, petrochemical and oi] refining projects. In addition other billiorswill 
be spent on major housing, water and power, transport, recreation and other 
infrastructure projects in Kuwait. The military improvement and expansion 
activities will also be important in the 1976-1981 period. 


Foreign economic activities have a special importance with respect to Kuwait. 
The country has become a major donor of economic assistance to other countries 
and one of the most active sources of investment in the world. Like the other 
categories noted above, Kuwaiti aid and investment activities will account for 
some billions of dollars of expenditure annually for the indefinite future. 
Increasingly, this activity will focus on joint venture industrial and commercial 
activity abroad. Kuwait's expanded economic assistance programs will help 
finance a wide range of infrastructure and industrial projects. Most of this 
activity will remain in the Arab countries, but increasingly Kuwaiti aid or 
investment funds will be available for projects in Africa, South and East Asia 
and even in Latin America, not to mention the developed countries. 


In short, both in Kuwait itself and throughout the world, Kuwaiti agencies, 
companies and institutions will provide the funds for a wide variety of 
projects and activities of potential interest to American companies. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Overview of the Kuwait Economy The Kuwaiti economy continues its vigorous 
growth based on very Targe income from oi]. Since 1974 annual government 

income from oi] and from investment income which is also becoming significant 
has been on the order of $8 billion. Something close to this rate of income 

is expected to be maintained over the next five years. This is so despite the 
fact that Kuwaiti 01] production is presently only about 2 million bpd compared 
to over 3 million bpd prior to October 1973, Recent oi] price increases as well 
as constantly increasing investment income have more than compensated for 
reductions in crude oi] production. 


There is presently a debate within Kuwait regarding oil production with impor- 
tant elements of the country's leadership arguing either that production should 
be increased or that it should be reduced even below the present level. As of 
now, it appears most likely that oi] production will remain at or near (i.e. 
within 250,000 bpd) present levels. Even if oi] production and oi] income 

should be reduced somewhat, investment income, which could approach $2.5 billion 
per year by the early 1980s, will grow. 


This level of income, together with recently acquired control of oil production 
and marketing, in effect, allows the Government of Kuwait (GOK) to undertake a 
bread range of ambitious domestic and foreign economic programs. Work has begun 
and over the next five years several billion dollars will be spent in Kuwait on 
infrastructure and industrial projects while additional billions wilT be spent 
outside Kuwait as investments and aid. More specifically, it appears likely 

that over the next five years GOK income will be in the $40-50 billion range. Of 
this between $15 and 20 billion will be consumed by regular budgetary expen- 
ditures some of which will be applied to development projects. Another $10 
billion is expected to be allocated to major petroleum-based industrial projects and 
shipping, military, public housing and other industrial and infrastructure 
activities. As much as $10 billion could be set aside for economic assistance 
programs (if the 1974/75 rate is maintained). There still is likely to be some 
billions of dollars of investible surplus funds to add to GOK owned foreign 
assets which were worth about $14 billion at the end of 1975. 


Major Domestic Programs: Kuwait is highly developed by regional standards, and 
yet several major public works programs are being planned or implemented. The 
most important is a major new program to develop as much as $4 billion in new 
public housing, including units for both low and medium income Kuwaitis. American 
advisors will play an important role as this program is implemented. Several 
hundred million dollars will be spent to expand Kuwait's power and water desalting 
facilities. By 1980 the GOK hopes to double electrial generating capacity to 
produce 2618 megawatts of electricity and 92 million imperial gallons of sweet 
water per day. Moreover, the GOK is beginning to investigate the possibilities of 
developing nuclear power in Kuwait. Other major public works and infrastructure 
programs include a major expansion of Kuwait university including new medical and 
engineering schools, the continued expansion and improvement of the public school 
system, and the construction of at least five new civilian hospitals with some 
2000 beds. In addition several hundred million dollars will be spent to improve 
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and expand transport facilities. These projects include major new port/port ex- 
pansion programs, projects at Kuwait International Airport, major highway programs 
and a possible rapid transit link between Kuwait and the main industrial area of 
the country thirty miles south of the capital. Kuwait's wealth will also allow 
“quality of life" improvements such as a $209 million sports/recreation/enter- 
tainment complex and telecommunications equipment that will allow direct» 

dialing to foreign countries including the U.S. 


In addition to the major effort that will be made to improve the basic infrastruc- 
ture of the country, a major allocation of resources will be devoted to expansion 
of petroleum related industry. Kuwait already has large, modern oil refineries and 
fertilizer plants. Contracts were signed in 1975 and work has recently begun on 

the Kuwait Gas Utilization Project (KGUP) which entails the gathering of gas 
produced together with the production of crude oil (associated gas) .The most 
important element of KGUP will be a very large LPG plant that will be able to 
produce 5.5 million tons annually of propane, butane and natural gasoline. Several 
other major petrochemical plants are under serious consideration. The most important 
are for the manufacture of aromatics and for ethylene and polyethylene. A major new 
export oil refinery is also being planned. In addition present capacity of refine- 
ries and fertilizer plants are to be expanded and such other petroleum-related 
projects as a lube oil refinery may be built. Meanwhile, major additions to Kuwait's 
oil tanker fleet are being made, and LPG and product tankers have been or are 
expected to be ordered to complement the new industries to be established here. In 
all some $3 billion or more is expected to be earmarked for these projects over 
the next five years. Apart from these large projects, several smaller industrial 
projects,mainly in the private sector, are planned or already underway. US firms 
will participate in aluminum, canning and other projects, and there is a major 
trend towards construction-related industry including expansion of existing cement, 
concrete pipe, metal pipe, sand-lime brick and other industries. 


A third major area of domestic expenditure will be for military programs. Although 
Kuwait's military forces will remain small, there is a significant program to 
improve Kuwaiti military equipment and facilities. In addition to major weapons 
programs, primarily for tanks, aircraft and surface-to-air missiles, the GOK will 
undertake such military infrastructure programs as new military airports, new naval 
facilities and a new military hospital. The various military programs are expected 
to cost on the order of $2-3 billion and this money will be spent by 1980. 


corer Activities: Kuwait's foreign economic activities are becoming increasingly 
Significant. As noted above, at the end of 1975 the GOK owned some $14 billion worth 
of foreign assets, and the Kuwaiti private sector was thought to own another $4-5 
billion. In 1975 the GOK and its institutions committed bilaterally or through 
multilateral agencies some $2 billion in economic assistance. Kuwait's economic 
assistance and investment activity made it an important force in international 
finance. It is likely that Kuwait will remain very active as an aid donor and as 

an important investor abroad. 


There is and will be considerable variety to Kuwaiti foreign economic activity. A 
large portion of Kuwait's foreign aid has been going directly to Egypt, Syria and 
Jordan as direct grant assistance, and several billion dollars are "invested" 
abroad, mainly in London and New yorxin short term holdings in banks. Through 
intermediaries in financial capitals a great deal is invested in real estate or 





equities in capital markets. Kuwaiti inStitutions have become among the most 
active and important in underwriting and managing convertible bond issues. 


In addition, however, the GOK and Kuwaiti institutions increasingly have 

sought to enter joint ventures throughout the world. In this manner Kuwaitis 
have seriously considered taking equity positions in such diverse projects as 

a major pulp and paper mill in Brazil, in iron, copper and bauxite mines in 
Africa and in a major pipline in eastern Europe. The Kuwait Fund for Arab Econ- 
omic Development, whose authorized capital was in 1974 increased 500% to KDI 
(KD1=$3.38) billion, has begun to assist countries beyond the Arab world. Loans 
have been extended for projects in sub-Saharan Africa and South Asia. Meanwhile, 
Kuwaiti economic assistance and investment in the Arab World increased subs- 
tantially in the last year or so. Major aid and investment commitments haye 
been made or are being considered for Egypt, Syria, the Sudan, Yemen, Tunisia 
and Morocco. 


The GOK has taken the lead in foreign economic activities, but the larger 
private and mixed commercial and industrial companies are following. Similarly 
to the GOK, the Kuwaiti private sector has moved first into Saudi Arabia, the 
Lower Gulf, Egypt and the Sudan, but it appears that some of them are now 
poised to move beyond the Arab world. United Fisheries company, for example, 
has operations and/or joint fishing agreements as far away as New Guinea and West 
Africa. Some of the larger trading companies have begun to invest in joint 
ventures in the U.S., Europe or elsewhere. Kuwaiti financial institutions are 
active all over the world. One result of this activity is that the number and 
variety of financial institutions based in Kuwait have grown. Existing banks 
have grown and two new commercial banks are expected to join the five already 
in existance. There is a distinct tendency for Kuwaiti financial institutions 
to seek American management. Albeit with some hesitation, Kuwaiti financial 
institutions, notably the Industrial Bank, are becoming more innovative. The 
Kuwaiti institutions remain conservative and limited by US standards, but in 
comparison with other regional institutions they seem quicker to react with 
new and positive ideas to some of the problems that haveemerged as a result 

of the tremendous burst in economic activity in Kuwait. For example, something 
like a forward market in Kuwaiti dinars has evolved to serve foreign companies 
which have won large contracts in the country and wish to avoid future exchange 
problems. As American banks deepen their role in the country, the Kuwaiti 
banking community can be expected to become more responsive to the needs of 
American businessmen. 


Constraints: Not surprisingly, the rapid growth in the level and scope of 
Kuwait-based economic activities have been constrained by several factors. The 
most serious is manpower. Managers are in short supply, and pressures on both 
skilled and unskilled labor are rising. The price of labor is being bid-up by 
the regional boom. There have also been periodic supply constraints, and 
inflation is a problem. Such facilities as housing and schools for newcomers, 
notably for Western managers, are strained. As has been true of Kuwait's 
neighbors, port congestion emerged in 1975 as a serious problem. Ironically, 
since Kuwait's port is the most efficient in the Gulf, shippers directed 
goods bound for Iraq and Saudi Arabia to Kuwait. Thus, Kuwait's major port 





(Shuweikh) became overwhelmed. Efforts are being made to expand port facilities 
and to introduce better cargo handling procedures. By spring 1976 normal waiting 
time for conference ships was about 15 days and for non-conference ships about 
20-25 days. 


A problem directly related to reduced oi] production is that the availability 
of gas for power and as an industrial feedstock is strained. Presently gas 
production in Kuwait is determined by oi] production, butsizeable deposits of 
unassociated gas are thought to exist on-shore and off-shore. Work has begun 

to tap the on-shore deposits. Neverthless, assuming no major increase in oi] 
production, there will not be sufficient gas for Kuwait's electric power and 
industrial requirements until unassociated gas becomes available, probably after 
1980. Where possible oi] will be used, but the combination of labor and energy 
constraints has caused at least one major project (a steel mill) to be dropped 
and another (aluminum smelter) almost certainly will meet the same fate. 


This reinforces the tendency to seek joint ventures abroad. Thus, Kuwaitis are 
seriously involved with steel and aluminum projects abroad. But there are cons- 
traints in the foreign investment area also. Some countries (Canada, Australia, 
Japan) have laws which tend to discourage foreign investment; in some countries 
(US, Germany) Kuwaiti investment has raised, momentarily at least, political 
problems. In many less developed countries (Brazil, Egypt, Turkey) there are 
economic or other problems that discourage actual investment even though as a 
matter of policy Kuwait would like to invest in such countries. 


Kuwait has invested considerable amounts in both developed and less developed 
countries, but the constraints noted above have prevented Kuwaitis from investing 
as much or as quickly as they may have wished. One interesting result is that the 
US has emerged as the single most desirable locus of investment. Particularly in 
light of Britain's continuing economic problems, the US is the only country that 
is large, diversified and open enough to accept relatively large amounts of 
Kuwaiti investment. 


In an effort to surmount some of its problems there has been a conscious attempt 
to develop new institutions. Thus, several new companies have been created in 
Kuwait. For example, a tourism and recreation company has been established to 
oversee new recreational projects in Kuwait. Several new specialized companies 
and institutions have been created to facilitate Kuwaiti investment activity 
abroad. Within Kuwait the GOK itself has been changed. The Ministry of Finance 
and Oil has been split into two ministries and a new company is being created 
to coordinate petroleum-related industrial activity. A new Ministry of Housing 
has been formed. As noted previously, Kuwait's financial community is expanding, 
and the private sector is also growing in reaction to the economic activity of 
the country and the region. It is worth noting that several American companies 
have established offices or joint ventures in Kuwait as well. 


IMPLICATIONS FOR THE UNITED STATES 


Between 1970 and 1974 Kuwait is thought to have contributed about $4 billion to 
the US balance of payments. Since then oi] company profits probably have been 





significantly reduced, but US trade and Kuwaiti investment in the US have 
expanded significantly. In 1975 US exports to Kuwait were about 400% above 
1972 levels; US exports were almost $370 million in 1975 while Kuwaiti 
exports to the US were only about $60 million. Kuwaiti investments in the 
US are now thought to be on the order of $3 billion. Thus, in 1975 Kuwait 
probably contributed close to $1.5 billion to the US balance of payments. 
Though the trade advantage we currently enjoy will not last as gas and oil] 
exports increase in the near future, Kuwaiti investment in the US should 
assure that on balance the country will continue to add to our balance of 
payments. 


The several billion dollars that will be spent here on development over the 

next five years represent important potential business for American firms. 

In addition, the billions of dollars worth of projects outside the country 
financed by local funds add to the country's importance to American business- 
men. Finally, for new-to-area firms, we have found that companies that 
successfully work here often have an entree to other booming markets in the 

Gulf region. There is, in short, virtually no limit to what American business- 
men can do either in Kuwait or together with Kuwaiti partners elsewhere, despite 
the small size of Kuwait itself. 


Significantly, Kuwaiti officials and businessmen want very much to work with 
Americans. American firms have a generally good reputation, and their manage- 


ment, marketing, and technological expertise are sought. On the other hand 
Americans have been criticized in the past for lack of interest in Kuwait, 
inflexibility and other weaknesses. There are local factors that make doing 
business more difficult than many U.S. companies would wish, but European, 
Japanese and other businessmen seem somehow to cope with these problems. They 
aggressively seek to take advantage of the possibilities offered here. They 
perceive benefits that also await American businessmen willing to work for them. 
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